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Abstract 
In banking activities, for example, the risk may occur in credit operations, when the bank might not be able to recover its credits in 
due  time or in accordance with the  conditions laid down in  loan contracts. Also, for a depositor of the bank, the risk may be associated with the 
possibility of no benefit – when and how he/she wants, from the money resources-deposited to the bank. In this case, the risk can be other interest 
rate apart from the originally anticipated one, the unfavourable evolution of the currency corresponding to the deposit account or even financial 
difficulties of the bank. Similar situations of financial risk may occur in different situations related to insurance, leasing, stock etc. 
1. Introduction 
The risk is the possibility of the loss, and its determination is based on a long experience or information that 
could allow you to perform some estimates of the probability of its consequences. In a general approach risk means 
hazard, the probability of eventual losses or possible loss which we are trying to prevent or diminish through a 
modern economic policy. 
The perception of risk with all its effects implies the awareness of the danger as well as  the  responsibility 
assumed by any individual when he/she states that she/ he  solves an issue or takes a “risk”. Economic agents 
perceive the risk as an unfavourable result, a probability of loss, but still attached to a gain. In the field of 
investment, the risk is accepted if it is compounded with an additional gain that can be predicted with some 
probability. 
2. The model of decision for capital investment in risky situations  
Capital decisions are financial management decisions involving the placement of a particular investment or 
capital at any given time, and getting a stream of benefits in the future. Capital investments can be on short-term 
(less than a year) or on long-term (on more years.) An important aspect of decisions over capital investments is the 
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level of risk. There are low risk capital investments, but they lead to a more diminished benefit, and high risk capital 
investments from which better benefits are expected.    
Several of the main categories of financial risks related to the economic environment    are: 
 Country risk rating; 
 Organization, functioning and control of the financial and banking system; 
  Identification and flexibility of legislation and juridical system; 
 Organization and functioning of the insurance system  ; 
 General economic evolution and inflation evolution; 
 Dynamics of interest rate on internal and external market   . 
At the macroeconomic level, financial risks can be linked or determined by the following risk categories: 
 Management of business partners’ economic activities; 
 Tangible assets or lack of assets; 
 Business partners’ professional training and skills; 
 Business partners’ morality and attitude. 
Of course, the above list of the financial risk categories is far from being complete, the risks generally 
being determined directly on the complexity of each financial operation, as well as economic environment in which 
it is carried out. 
One of the most popular risks and well- publicized risks is “country risk rating”. Country risk is a mix 
that reflects the economic performances and political stability in a particular country, taking into account the 
potential foreign investors. This type of risk is influenced by a combination of economic factors and policies, banks 
and financial institutions, as well as economic organizations of the country in question. There are several methods of 
determining the country risk, which is reflected in the stability of economic policy, resulting in the overall condition 
of the economy. These two latter elements of economic policy are reflected in the risk related to the expected 
profits, as well as the risk on the difficulties of repatriation of profits, and the risk on the property. These risks are 
taken into consideration when planning investments in a particular country. 
Other types of financial risk in the business transactions can be risks that arise in the trade with goods, the 
one related to the fluctuation of the exchange rate, or stock risks. In business transactions of insurance companies, 
the risk can be generated by: price fluctuations, currency depreciation, insolvency, transport, warehousing, accidents 
etc. Physical bank market, the risk of interest rate variation may manifest; and in stock trade, as well as in other 
similar financial operations, the risk of variation related to the value of these securities may occur. 
In terms of financial risk management, there are multifarious ways to cover this risk. Perhaps the most 
notable for the modern era, is Lloyd’s marine insurance, appeared at the end of the 18th century. The hedge-method 
for hedging the stock transactions is also well known. The problem that we would like to look into regards the 
determination of the mathematical and statistical models for financial risk phenomena that should provide the 
necessary information for management decisions, mitigation or avoidance of financial risks. 
Consider now the general pattern of a decision under conditions of uncertainty and risk, where the 
risk issue is financial. Decision model under financial risk has the following six components: 
1.  identification of objectives; 
2.  determination of possible actions; 
3.  identification of states of nature; 
4.  setting up the possible results; 
5.  measurement of the risk value; 
6. choice of the optimal action. 
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Figure 1. General scheme of a financial decision problem  
 
 
 
 
 
 
 
 
 
 
 
 
 
1. Identification of objectives: a goal (or target) which the decision maker hopes to achieve, such as 
maximizing profit or the current value of the cash flow. Quantifying an objective means, in some cases, the 
determination of the objective functions, which will be used as a basis for selecting the best alternative and for 
evaluating possible actions. 
2. Determination of possible actions: looking for possible alternative actions that should meet the 
expected objectives.   
3. Identification of states of nature.Because financial decision problems are defined in an environment of 
uncertainty, it is necessary to take into consideration all uncontrollable factors which cannot be kept under control 
by the buyer and that might occur as a result of each identified action. These factors are uncontrollable events or 
states of nature. 
4. Setting up the possible results. A set of possible outcomes may occur as a result of the various possible 
combinations of actions and states of nature. Each result is caused by a specific action and a specific state of nature 
5. Measurement of the risk value. It is a measure of the loss (or utility) for each possible product, 
depending on the objectives set up by the buyer. The loss related to the financial decision is monetary. 
6. Choice of optimal action. It is action that leads to meeting the objective already established with 
minimum loss. 
Example: Identification of the essential features of a financial decision model  
A company reviews its marketing policy for the next budget period. It has developed two new products, X 
and Z, but it has sufficient resources to launch in the period ahead only o one of the two products.   Taking into 
account the competitors’ reactions and actions, the possible states of nature are the following three: 
• competitors do not react; 
• competitors launch on the market a comparable product  ; 
• competitors  launch on the market a better product. 
If competitors do not take any action, then there are some  expectations for the profits to remain stationary 
considering the situation given by the launch of the product A and have a relatively low growth trend in the launch 
of the product B, for whose development additional resources have been spent. Corresponding to these expenses, 
profit decreases may appear whether competitors launch products on the market. 
From mathematical and statistical the point of view, the analysis of the risk related to financial activities 
involves the evaluation of the probability of getting certain favourable (gain) or negative (a loss) results, taking 
into account the uncertain and likely future events. Among the difficulties encountered when the financial risk is 
assessed, we may mention the lack of information or their degree of availability to determine the probability of the 
analysed economic phenomenon. Also, identifying and quantifying financial risk does not mean its removal, but 
provides the necessary elements of management of financial risk. 
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Sometimes, a certain distinction is made between risk and uncertainty and it refers to the available 
information for consolidating financial decisions.   
 Risk is used when more results are possible in certain contexts and when there is some past experience 
relevant for defining a statistic model that should bring about a prediction of possible results.  
 Uncertainty is preferred when more results are possible, but little information is left for the statistic 
model of decision.  
Finally, this distinction between risk and uncertainty is not so relevant, it is more important to know that 
against a determinist model, a probabilistic one is used and the risk and the uncertainty are modelled considering 
aleatory  variables. As shown above, the issues on the theory of decision appear to be reduced to the final evaluation 
of a function of loss, the risk taking an expression of financial nature in most situations. 
 
3. Conclusions 
All risk approaches assign two dimensions, namely, the uncertainty, where the risk is related to something 
that has not happened yet and the effect on business objectives (or the project ones). The specific literature states 
that risk is a measurable form of uncertainty, in opposition to the immeasurable uncertainty. Accordingly, the notion 
of probability appears as the demarcation between risk and uncertainty and the risk is considered as representing the 
situation in which the decision maker has three advantages:  knows the structure of the problem; understands and 
defines the range of possible consequences/outcomes; has the objective capacity to assign each outcome some 
probabilities of occurrence. 
Investing in the stock market, although recommended as a good investment especially on long term, 
implies certain risks.  The appetite for risk is one of the things that make this field exciting and challenging.   On the 
stock market, one can distinguish two main categories: quantifiable risks and risks difficult to calculate or predict, 
that occur without to be included in the forecast. In practice, there are three classes of risk related to investments: 
low risk (monetary funds, bond funds), medium risk (diversified defensive funds, diversified balanced funds) and 
high risk (dynamic diversified funds, shares funds). 
In investments, risk and return are very closely related. For the evaluation of profitability, a complex 
system of indicators can be used (VAN, RIR etc.).    
The risk of the capital projects consists of: individual project risk, company risk and market risk (as 
measured by beta coefficient). 
The risk and uncertainty of an investment is determined by a number of objective and subjective causes. 
 
4. Bibliography: 
1. Bârsan-Pipu N. (2003). Risk Management. Concepts and approaches, The Scientific Bulletin of   „Dimitrie 
Cantemir” Christian University, Braşov. 
2. Coşa M., Nastovici L. (2000).  Models of Country Risk Evaluation, Orientul Latin Publishing House. 
3. Drucker P. (2001). Strategic Management, Teora Publishing House , Bucharest. 
4. Hinescu A. (2006). General Management, Didactica  series,  „1 Decembrie 1918” University of Alba Iulia. 
 
 
 
